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The private finance initiative The politics of the private finance initiative and the new NHS Declan Gaffney, Allyson M Pollock, David Price, Jean Shaoul We began this series by arguing that the private finance initiative, far from being a new source of funding for NHS infrastructure, is a financing mechanism that greatly increases the cost to the taxpayer of NHS capital development. 1 The second paper showed that the justification for the higher costs of the private finance initiative-the transfer of risk to the private sector-was not borne out by the evidence. 2 The third paper showed the impact of these higher costs at local level on the revenue budgets of NHS trusts and health authorities, is to distort planning decisions and to reduce planned staffing and service levels. 3 All this raises questions about the direction of government policy on the NHS. Recent government commitments to increase clinical staffing levels and reverse the decline in bed capacity sit uneasily with a policy that seems to lead in the opposite direction. The government has consistently argued that the private finance initiative is no more than a procurement policy, with no implications for services other than increased efficiency. However, this ignores the importance of public-private partnerships to the government's overall agenda.
The private finance initiative, as an explicit move towards the private provision of public services, is central to government policy. The Cabinet Office white paper states: "Distinctions between services delivered by the public and the private sector are breaking down in many areas, opening up the way to new ideas, partnerships and opportunities for devising and delivering what the public wants." 4 The private finance initiative in the NHS is part of a wider policy agenda affecting all government departments. The aim, according to the European Union, is to produce major savings in public website extra 
Summary points
The private finance initiative does not provide new money for public services as the government claims
The high costs of capital under the private finance initiative translates into service and workforce cuts
The reduction in public provision of long term care, NHS dentistry, optical services, and elective surgical care shows the trajectory for the NHS under the private finance initiative
In the NHS, shrinkage in service provision combined with budget constraints could force primary care trusts to redefine entitlement to NHS care and to seek privately funded solutions for those who can afford to pay, leaving a rump service
The private finance initiative is a regressive instrument and is likely to increase inequalities in health and in wealth spending and to create fresh opportunities for private business. 5 In this paper we look at the justifications for this policy and identify some of the possible consequences across the NHS for the public, the workforce, and patients.
National and international dimensions
The third wave of private finance initiative hospital schemes brings planned private sector investment in the health service to around £3.1 billion. 6 This greatly exceeds new government capital for the NHS over the same period. The private finance initiative in health is part of a broader government strategy to substitute private capital for government borrowing.
The private finance initiative and public-private partnerships are also expected to play a key role in modernising infrastructure where underinvestment has created a backlog of maintenance-estimated at £6bn in schools, universities, and hospitals alone. By the end of this year, the private finance initiative and public-private partnerships will account for 14% of overall public sector investment. 7 The chancellor of the exchequer's comprehensive spending review shows that planned private finance initiative investment for the four years 1998-9 to 2001-2 is £2.35bn for health; £3.62bn for environment, transport, and the regions; £1.08bn for defence; and £13.1bn for the public sector as a whole. 8 The new public services agreements which departments were obliged to produce as part of the comprehensive spending review process further reinforces the new role of the private sector; the Department of Health committed itself to "modernise the service in partnership with the private sector, by ensuring that patients and clients have access to suitable facilities and can benefit from new technologies."
The use of public-private partnerships is an international phenomenon promoted by global financial institutions. Public-private partnerships are being applied throughout the world and are known variously as design, build, finance, and operate (DBFO); build, own, operate, and transfer (BOOT); and build, operate, and transfer (BOT) schemes. These differ chiefly in the ultimate ownership of the underlying asset. Private finance for public services is integral to the structural adjustment programmes imposed by the International Monetary Fund and World Bank and a prerequisite for loans to developing countries. 9 Both promote the use of "markets in infrastructure provision," 10 and the World Bank has adjusted its methods for appraising investment to make this easier. The World Trade Organisation's "government procurement agreement" came into force in 1996 for a number of states, including those in the European Union, and opened up public contracts to international competition. Britain has been among the first states in the developed world to take up two key recommendations of the global financial institutions designed to facilitate the transfer of public services to private sector provision: commercial accounting and commercial investment appraisal. 11 In our first paper we showed how the former, in the form of NHS capital charges, was a precondition of introducing public-private partnerships into the health service (capital charging or accrual accounting is now being extended to all government departments), 1 and our second paper argued that the use by government of commercial investment appraisal techniques has distorted the estimation of the costs of the private finance initiative. 2 Over the past six years the European Commission has advocated the use of public-private partnerships and has used government grants to set them up. 12 In public-private partnerships the private sector provides services and the public sector purchases and funds them. 13 Some of the largest projects are for transport, bridges, ports, water, and sewerage.
14 This market was worth more than 720 billion ecus in 1994 (11.5% of the gross national product of the 15 member states of the European Union). The number of notices in the Official Journal of the European Community announcing large procurement projects has risen from 12 000 in 1987 to about 200 000 in mid-1999.
Justifying the cost

Efficiency gains from risk transfer
The European Investment Bank has acknowledged that public-private partnership is a more expensive form of infrastructure development than traditional procurement. In these circumstances, according to the bank, "The principal value for governments is the anticipated gains in management associated with the transfer of risk." 15 The policy rests largely on the claim that the private sector, by being less averse to risk, will structure projects so that they are managed more efficiently. Although the British government justifies the private finance initiative in similar terms, risk transfer remains unlikely in practice because private contractors seek whenever possible to protect their income from uncertainty. 2 The penalties built into the system do not ensure efficiency of public services because they do not provide the public with alternative services in the event of failure of the private sector, as the privatised railways show. 16 The recent crisis over private finance schemes for the new national insurance and passport agency computer systems (with private sector partners Siemens and Andersen Consulting) illustrate the problems. The Public Accounts Committee notes that the government's refusal to fine the contractors "would result in the risk purportedly transferred to Andersen Consulting under the PFI contract being transferred back to the public sector." 17 This negates the key justification for the higher costs of the private finance initiative-the transfer of risk and the "efficiency" of the private sector. A major problem is that the financial information on which to judge the transfer of risk and the validity of the contracts has not been placed in the public domain. The proposed freedom of information legislation will not address this since information can still be withheld on the grounds of commercial confidentiality.
treaty's criteria for public debt and deficit convergence on which continued membership of the European Union depends.
Bringing in new sources of funding
The only way in which the use of private finance can actually reduce government expenditure is through the creation of new income streams from sources other than taxation in order to fund returns to the private investors. European infrastructure policy, for example, has been linked to the ability to introduce or increase user charges. 18 When new sources of funding are introduced in this way, investment can, in principle, take place without a corresponding increase in public debt or in corporate taxation necessary to fund it. The investment costs are shifted from society in general to the users of public services.
Creating the conditions for alternative funding
It is politically difficult to create alternative sources of funding within the NHS, which is funded almost entirely from general taxation and is free at the point of delivery. Alternative sources of funding that could be used to fund returns to investors do not exist. Cash can only be released by cutting services or by moving services to sectors where partial funding and user charges are practicable, or by redefining public services as private goods. Preventive, rehabilitation, mental health, disability, and long term care services continue to be withdrawn from the range of services available within the NHS, as does routine elective care. 19 The experience of long term care is instructive here.
Throughout the 1980s the government used the social security budget to facilitate the reprovision of public long term care by the private sector in nursing and residential care homes (table 1) . 20 The shrinkage of public (NHS and local authority) provision combined with spending constraints allowed the NHS and local authorities to redefine their responsibilities for funding and provision of long term care. 21 The implementation of the NHS and Community Care Act 1990 devolved the responsibility for long term care to local authorities and extended the scope to increase user charges through a means tested system. 22 The guidance that followed the act required the NHS to introduce stringent eligibility criteria, known as continuing care criteria, to ration access to the much reduced long term care sector in the NHS. Since 1979 there has been a reduction of more than 100 000 long term care beds in the NHS. In 1979 the proportion of places in the private long term care sector was 18% (around 33 000). By 1998 the for-profit private long term care sector had 70% of the total market, and was now providing institutional care to more than 360 000 people (figure). Although one third of people in long term care are self funded, the remaining 71% are state funded: 50% by local authorities, 17% by income support under preserved rights, and 4% by the NHS. Recipients of local authority funding become financially eligible only after they have spent down their resources. 23 In long term care the private sector's preference for accumulating assets and capital has meant the diversion of public funds to the acquisition and construction of assets owned and run by the private sector (tables 1 and 2). The emphasis on return on capital has fuelled the expansion in institutional private care provision at the expense of independent living and community care, and the numbers of households and people over 65 in receipt of community based services has fallen. 24 It has also affected staffing levels. Within the acute NHS hospital sector (even with the pressures of technology and drug treatments) some 62% of revenue costs go on labour 25 ; in the private acute hospital sector less than 40% of income goes on labour. 26 Long term care is traditionally a labour intensive sector: staff costs account for 66% of NHS income for mental health and community services. In the top 10 private long term care companies, staff costs are less than 55% of income (see table on website). In the NHS, the average annual wage costs for community and mental health staff are £20 000 and £21 000 respectively. In the private sector employees' average earnings are less than £8000 a year. The long term care sector is characterised by the use of non-unionised and casual workers. In 1996, care home assistants were among the 10 lowest paid occupations in Britain, with average rates of pay below £4 an hour. 27 The top 10 long term care companies had operating profits as high as 28% of income in 1997. Ashbourn/Sun made an operating profit of £228m in 1997 (see table 3 and website). The former nationalised utilities tell the same story: profits for shareholders have been at the expense of jobs and wages in the labour force (see table 3 ).
Despite the obvious implications for cost and quality of care, the government remains committed to having the private sector continue to deliver services for the most vulnerable people in society. Health Minister Paul Boateng, at a conference in April 1998 on inter-agency collaboration, said that "the days when a local authority could get away with an approach to residential care which was always to prefer their own provision before that of the private sector are dead and gone and will not be tolerated," and he went on to say: "Indeed if a local authority seeks persistently to undermine the private sector, that local authority will answer for it." 28 The political commitment to private business also informs the recent NHS Act 1999.
Creating business opportunities in health care
Primary care groups and trusts The private finance initiative has to be seen within the wider context of NHS organisational reform. The newly created primary care groups in England and Wales and the newly established primary care trusts in Scotland will hold united budgets for hospital and community health services, prescribing, and general medical services. They will have to manage the consequences of revenue pressure (more than a third of health authorities and acute trusts are in serious financial difficulties) and a shrinking hospital sector. Many primary care trusts will achieve full commercial trust status in the next year or two. But health authorities have, in effect, committed primary care trusts to purchasing acute services from hospitals within the inflexible private finance initiative without a guaranteeing sufficient clinical revenue. How will they manage the budgets and balance the political requirements to limit waiting lists and emergency admissions? General practitioners are independent contractors to the NHS and the primary care trusts that they form will have a greater opportunity, compared with acute trusts and health authorities, to generate income rather than simply shunt costs between health and social services. 29 The private sector consortium operating the new private finance initiative hospitals on behalf of the NHS will have commercial freedom to develop non-NHS services. By separating clinical income from budgets for hospital buildings and other services, the private finance initiative facilitates changes in the funding arrangements for the hospital sector such as the introduction of private insurance or private funding.
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Private sector interest Partnerships are attractive to the private sector only if they are profitable. A new type of corporation almost wholly dependent on government contracts has arisen, providing shareholders with a high rate of return on capital employed. The financial institutions and banks are playing a leading role in the private finance initiative. Of the 12 existing consortiums that bid for the contract to manage the Department of Social Security's estate, eight were led by banks. 31 Norwich Union, which is to invest an initial £100m in a new joint venture to finance public-private partnership programmes with the Mill Group, has signed a contract to build primary care facilities for Bradford Community NHS Trust. A subsidiary of the largest health maintenance organisation in the United States, Columbia/HCA, has already teamed up with PPP (Private Patient Plan), the largest private health insurer in the United Kingdom.
In America in the 1990s hospitals became a growth industry that was especially attractive to entrepreneurs. 32 Exporting the managed care business and its health maintenance organisations across the world is part of US foreign policy. Discussions between managed care corporations and British hospitals involved in the private finance initiative have taken place. Known as "the darlings of Wall Street," the trillion dollar managed care business depends heavily on a mixture of public funding, private health insurance, and user charges.
Conclusion
"Most institutions on the scale of the NHS end not with a bang but with a whimper . . . one possible endgame is that the middle classes lose confidence in the service and begin to make other arrangements." 33 The private finance initiative provides the conditions and the mechanisms for reversing the principles that health care should be funded out of general taxation, that public services should remain in public ownership, and that health services should be free at the point of delivery. The NHS has already undergone major redefinition with the redrawing of the boundaries of responsibility for long term care, NHS dentistry, optical services, and routine elective care. The private finance initiative continues this trend across the NHS and all public services. It is being implemented with virtually no public debate.
We thank Stewart Player for his work gathering the data on the long term care market.
Competing interests: None declared. A lesson learnt A view from the other side I was 18 and had just entered medical school when I visited my aunt and uncle who lived in the same city. After an evening's shopping we returned home, and just as my uncle was getting out of the car, he broke out in sweat and went very pale. He then became so short of breath that he was unable to walk from the car to the house. Realising that he was very ill, my aunt and I quickly rushed him to his local doctor in the next street. He gave him a couple of intravenous injections, whispered something to my aunt, and minutes later we were speeding along to the casualty department at my medical school. By the time we arrived his breathing had become still more laboured and he was looking very grey. My aunt and I were then interrogated by a tired and irritable medical officer. "Has he had a heart attack before?" "Does he have any other diseases?" "What are his regular medications?" The questions were coming thick and fast. My aunt was too shocked and distressed to give any coherent reply. I suddenly remembered that my uncle had diabetes and I passed this information on and in response I was battered by another series of questions. "Is he on insulin?" "When did he have his last dose?" "Does he have any diabetic complications?" I had no answers. My apparent stupidity irritated the medical officer and he went away muttering about "useless relatives who are unable to provide any information."
In the meantime an electrocardiogram had been performed and within seconds we were hurrying down a long corridor and then up in a lift to the coronary care unit. Within minutes of his being transferred on to a bed there, his breathing seemed to become quieter. No one had given me the faintest idea of what, or indeed how serious, the problem was, and so when I saw him take a deep sigh and flop his head to one side, in my innocence I thought, "The injections are working and he has dozed off." The nurse attending to him obviously thought differently for she went into a panic, and suddenly a couple of doctors in white coats appeared out of nowhere and my aunt and I were bundled out of the unit. Just before the screens went round the bed I caught a glimpse of one of the doctors pounding my uncle's chest. My aunt was in tears, and I tried in vain to console her. After what seemed like an eternity, one of the doctors came to us. "There was nothing more that we could do," he said in an undertone. I just could not believe it. No one had prepared me for this terrible shock. Now 18 years later I am a seasoned hospital doctor, but that experience has taught me a lot about "the view from the other side." I had learnt that not everybody coming into hospital necessarily plans the visit and comes prepared for a detailed and satisfying interview with the doctor, although this is a fact that is all too easy to overlook as a harassed medical officer dealing with several medical emergencies in a busy casualty unit for long hours at a stretch. It has also taught me that when involved in the stressful situation of coping with an acute medical emergency you must not lose sight of the patient's relatives, as the doctor and the patient are not the only ones who are stressed.
Harish Kumar, clinical research fellow, Birmingham
Corrections and clarifications
Endpiece In this short item by A P Radford (29 May, p 1450) the date should have been given as 1729, not 1929.
Developments have been made on cardiac surgical audit in Bristol
In this letter by B E Keogh and colleagues (26 June, p 1760) the website address for finding the risk stratified data (given near the beginning of the fifth paragraph) was wrong. The correct address is www.ubht.org.uk.
Medicopolitical digest
In the report of the senior medical staffs conference in the section headed "Racism in the NHS must be eradicated" (12 June, pp 1628-30), the first sentence of the second paragraph should have started "I'm white and I'm aware that I racially [not rationally] discriminate. . . ."
